Approximately one third of the ISPs (35.3 %) anticipated that rural communities would face all four
above issues, while only 7.4% of the ISPs anticipated that rural communities would face none of the
above four issues.

Exhibit 8: Number of issues that rural communities might face

40

30 4

20

Percent

0 issues 1 Issue 2 Issues 3 Issues 4 issues

Issues for rurat communities

We investigated whether the same ISPs were answering positively to this entire set of questions
about the risks faced by rural communiues or whether the ISPs were able to identify specific
concerns for the communities that they serve. The pair-wise correlations between the responses
range between 0.20 and 0.41. (If there were perfect agreement in answering the questions, the
correlation coefficients would be 1.00) While some of the correlations are significant at the .01 level,
they are smaller than could be expected suggesting that there is not complete overlap between the
problems anticipated by rural communities and that the ISPs were sensitive to these differences.

Exhibit 9: Correlation between various issues faced by rural communities

(a) Higher prices | (b) Toll charges to [(c) Unable to afford| (d) Less choice for
than urban nearest big city Internet access ISP service
communities costs

7 T (59 64

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).
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In some sense complete loss of service to a community is the ultimate risk. ISPs were asked if the
ISPs “might be unable to continue to offer service” if their CLEC would charge them the
termination costs. 45.5% of the ISPs (57.6% of those answering yes or no) indicated that they were
likely to discontinue service to some rural communities. The margin of error for this response is plus
or minus 12% (plus or minus 13% for the 57.6% of those answering yes or no). In comparison,
33.3% of the ISPs indicated that they would not discontinue service to rural communities and 21.2%
did not know what their course of action would be in such an eventuality.

If we ignore the “did not knows,” we can be 95% certain that at least 44% (57.6% - 13.4%) of the
ISPs served by CLECs think there is risk of discontinuation of service to their rural communites
from the ending of reciprocal compensation. Even if we combine all the “did not knows” with the
negative responses, we still have 45.5% plus or minus 12%, or a minimum of 33.5% that expect to
pass the costs on to consumers. In other words, our lowest estimate 1s that we can be 95% certain
that over one-third of the ISPs served by CLECs think they may drop service to rural communities.

Exhibit 10: Are there any rural communities you think you might be unable to continue to
offer service to if your CLEC requires you to pay the cost to terminate calls to your
modems?
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40 o

30 o
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Yes No Don't Know

Discontinue service to rural communities? -
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The final categorical question asked of the ISPs, regardless of whether they served rural areas,
concerned their evaluation of the impact of the Telecommunications Act of 1996 on telephone
competition. Most (58.1 %) think that the 1996 Act had at least a "somewhat positive” impact. A
further 26.1% have a neutral attitude, while a few (8.2 %) consider the Act to have had a negative

impact. In other words, more than seven times as many ISPs had a positive view of the Act than a
negative view.

Exhibit 11: How would you rate the Impact of the Telecommunications Act of 1996 on local
phone competition?

40 1-

Percent

Impact of Telecommunications Act of 1996
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Multivariate Analysis

The survey design allows us to look at subsets of responses and to relate the responses to one
question to those of another. Ths section presents these more complex results. ‘

We start by relating how the ISPs that serve rural communities and the perceived effect of a rate
increase. 78% of the ISPs that serve rural communities anticipate a major effect of a rate increase,
7.8% anticipate a minor effect, while 4.7% anticipate no effect at all. In contrast, 31.6% of the ISPs
that do not serve rural communities anticipate a major effect while 42.1% anucipate a minor effect
and 10% do not anticipate any effect at all. Thus a larger proportion of ISPs serving rural
communities anticipate major effects of rate increase. This highlights the differential impact of the
end of reciprocal compensation for rural communites.

Exhibit 12: Do ISPs that serve rural communities anticipate more effects of rate increase
than ISPs that do not serve rural communities?

60

50 o

40 4

30 4 Rate increase effect
HlMajor Effect
20 o
ERMinor Effect
10 ENo Effect at all
€
=
8 o] IDon't know
Yes No

Do you serve rural communities?

We then examined whether the expected increase in ISP subscription rates was different for those
ISPs service rural communities. In order to compute mean rate increase percentages, we recoded
the responses to the estimated percentage of rate increase by ISPs according to the table below. We
used the mid point of each of the range of rate increase.

Less than 10% = 5%
11 % to 20% = 15%
21 % to 30% = 25%
31 % t0 40% = 35%
41 % to 50 % = 45%
More than 50% = 55%
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We then used these recoded percentages to compute mean percentage increases for ISPs that serve
rural and ISPs that do not serve rural areas. This clearly shows that ISPs serving rural areas are
anticipating much higher rate increases than ISPs not serving rural areas. This was verified with an
Independent Samples t test (t = 3.65, p = .001).

Exhibit 13: Are ISPs serving rural areas anticipating larger rate increases than ISPs not
serving rural areas

24

Mean INCRMEAN

Yes No

Do you serve rural communitias?

Our last analysis in this set compares ISPs’ views of the Telecommunications Act of 1996 with rural
coverage. Of the ISPs that serve rural communities, 30.3% believe that the 1996 Act had a very
positive impact, 28.8% see a somewhat positive impact, 24.3% see a neither positive nor negative
impact and very few (9%) see a negative impact. Of the ISPs that do not serve rural communities
35% see a very posiive impact, 20% see a somewhat posiive impact, 35% see a neither positive nor
negative impact. Thus ISPs serving rural communities seem to have similar perceptions about the
impact of the 1996 Act as do those ISPs not serving rural communities.

Exhibit 14: Perceived Impact of Telecommunications Act of 1996 on ISPs that serve rural
communities as compared to ISPs that do not serve rural communities.
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Open-ended questions

This section presents a summary of the responses to the open-ended questions in the survey. These
questions asked the ISPs to identify the communites likely to be affected by the elimination of
reciprocal compensation or to face discontinuation of service, and to discuss the impact of local
telephone competition on the ISP business.

Carrmaties likety to be affectad

One set of questions asked the ISPs whether the communities they serve were at nisk of paying
higher prices than urban communities, being unable to afford internet access costs, paying local toll
charges to dial-in to the nearest big city, or having less choice for ISP service. (See Exhibit 7 through
Exhibit 9 above.) The follow-up question then asked the respondents which of the rural
communities that they served would be exposed to these risks. Useful answers (after dropping
answers such as “decline to state”) were obtained from 38 of the ISPs. We read each answer and

put them 1nto one of four categories:

e The “All” category includes the 7 responses (18% of those responding) with the word “all”
in the answer.

e The “Many” category includes the 9 responses (24%) with “many,” “most,” or “majority” in

the answer.

o The “List” category includes the 19 responses (50%) with one or more communities or
regions given explicitly.

e The “None” category includes the 3 responses (8%) that stated no rural communities served
would be affected or made a similar statement.

This breakdown of responses is shown in Exhibit 15. There are approximately 75 communuties and
regions specified by name in the responses. They are listed in Appendix A.

_Exhibit 15: Which of the rural communities you serve do you think would be exposed to
these risks?
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We also asked the respondents if they thought they mught be unable to continue to offer service to
any rural communities if the CLECs would require the ISPs to pay the cost to terminate calls bound
their modems. Of the 30 ISPs who responded positively, 28 provided useful follow-up responses
when asked which areas would have service discontinued. We again classified these responses into
the four categones used above. The breakdown is that 4 ISPs (14% of those responding) stated they
mught stop serving all rural areas, 20 (71%) listed one or more specific areas, and 4 (14%) stated
none of their areas would face discontinuation of service. None of the responses fit into our
“many” category. The breakdown is shown in Exhibit 16. We have listed the approximately 45
communities and regions specified by name in Appendix B.

Exhibit 16: Which rural areas and rural towns would you stop serving?

80% —— 1%
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All Many List None

Effects of local telephone competition

The ISPs were asked to assess the impact of the Telecommunications Reform Act of 1996 on local
telephone competition, which provided a structured set of responses. (See Exhibit 11.) They were
also given the opportunity to describe the impacts of local competition in an open-ended question.
We analyzed the 43 responses to the open-ended question and put them into four categories:

o Local telephone competition was good for the ISPs - 26 responses (60% of those
responding).

¢ Local telephone competition had no impact - 12 responses (28%).
e Local telephone competition had mixed impact - 3 responses (7%).

e Local telephone competition had a bad impact - 2 responses (5%).

This breakdown is shown in Exhibit 17 and should be compared to Exhibit 11. It should be
pointed out that some ISPs feel that there isn't any effective competition in California.
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Exhibit 17: Impact of local telephone competition in California on your business
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DISCUSSION AND CONCLUSIONS

There are several conclusions that one can draw from the survey responses. We believe that the two
most interesting are:

(1) Over 45% of the ISPs that serve rural communities stated that they might need to
discontinue service to rural commumities. (Exhubit 10; this is 57.6% of those answering yes
or no to this question.)

(2) The ISPs both expected that rural communities might face other service problems
(increased costs, less choice, etc.) and could distinguish among these. (Exhibit 7 through
Exhibit 9)

There were several other important findings:

o Over 76% of the ISPs stated that they would pass on to consumers the increased costs that
~ would result from the end of reciprocal compensation. {Exhibit 3; this represents 86% of
those responding yes or no to this question.)

o The most common estimate of increased rates was between 21 and 30 percent, and 15.5% of
the ISPs estimated the rate increase would be greater than 30 %. (Exhibit 4)

o More than seven times as many ISPs thought the effects of the 1996 Telecommunications
Act were positive than thought it was negative. (Exhibit 11)

e ISPs that serve rural communities are anticipating a significantly higher increase in their rates
to consumers if reciprocal compensation is ended than are the ISPs that did not provide
rural service. (Exhibit 13)

We believe that the survey results accurately reflect the views of California’s ISPs. They understand
the issues related to the possible end of reciprocal compensation and are able to foresee the negative
effects on both their business and on the communities they serve. These negative effects will be
especially strong in the rural areas of the state; competition among ISPs will decline and the cost of
Internet access can be expected to increase. Some communities face the complete loss of local
access to the Internet. '
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APPENDICES

Appendix A: At Risk Rural Communities

ISPs report that the following rura! areas are at risk of
Paying higher prices, being unable to afford Internet access, paying local toll charges, having less choice of ISPs

ounty All rural areas served Most/majority Central Valley Northern CA Riverside San Joaquin
Cities (area code) 9 3 1 3 Hemet (909) Lodi-3 (209)
Idyliwild (909)
Nuevo (909)
Blythe (760)
Palm Desert (760)
Riverside (909)
Joshua Tree Area (760)
Temecula-2 (909)
Sage (909)
Auguanga (909)
Anza (909)
Whole County-6 (909) Whole county-2
oo fﬁ:"A ~‘ ’,v‘ ' e\k,( il j’;«:v:%)’»‘;v:’ f‘: P i ’*Z;x,'l:‘;uv‘ e o, ;“.\_ i g e e g «,Ai&» s ‘k‘ £ T . i . ;;5-’{'“' @ i: SR ay ‘,f’, & el
County Inyo San Diego Imperial Yuba Glenn Tahema
Cities (area code) Bishop-2 (760, 707) Ramona (760) Camptonville (530) | - Willows (530)
Fallbrook (760) Anderson (530)
Alpine (760)
Borrego Springs (760)
Whole county (760, 707) Whole County (619, 760) Whole county (760) Whole county (530)
County San Bernardino Marin Merced Madera Napa Humboldt
Cities (area code) Merced (209) Madera (559, 209)
‘ Chowchilla (559)
Whole county-5 (909, 760) Whole county (415) Whole county (707) Whole county-3 (707)
| L . Sin ; R e ey ik b v kel il Dl e T
County Mono Placer —= Siskiyou Lassen Humboldt Ventura
ities (area code) Mono Lake (760) Tahoe (530) Weed (530) Susanville (530) Fortuna (707) Ventura (805)
Truckee (530, 916) Thousand Oaks (805)
Lincoln (916) Camarillo (805)
Whole county (760) Whole county (707) Whole county-2 (805)
s N EE I M;&MMMM SR CRUENRI O (CYOU e e




Catalina 1sland

5 ‘;“i“i"l*

Whole county (707)

Whole county -2 (661 805)

Whole |s|and (310)
Lok o

Whole county (831, 408)

\Whole county (805)

LT

ounty endocino Kern- Monterey [San Luis Obispo Solano
Cities (area code) Bakersfield (661, 805) Parkfield (831) Dixon (707)
Wasco (661)

L R

Grimps (530)

v ik

County Colusa Sonoma £l Dorado Tuolumne Sacramento Los Angeles
Cities (area code)  [Colusa (530) [Yosemite Valley (209)  |Galt (209) Calabasas (818)
Williams (530) Elk Grove (916)
Maxwell (530) \Whole county (530)
Arbuckle (530) ]
College City (530) Whole county-3 (707)

BENNRPES > 1 Son ik

Whole county (559 209)

[Some of Concord (925)

Ceoke R e

- . G
R SR EIPRRPPLPL: f |

SRR S T S it s Lol - - et i g fiis B mat 2 Ty
County anta Barbara resno Contra Costa Modoc Shasta [Yolo
Cities (area code) anta Barbara (805) Oakiey (925) Alturas (530) Redding (530, 916) Winters (530)
ontecito (805) Brentwood (925)
Antioch (925)
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Appendix B: Endangered Rural Communities:

ISPs report they will discontinue service to the féllowing

areas if reciprocal compensation is repealed
County All Riverside Colusa Ventura (805) Los Angeles
Cities (area code) 5 idyliwild (909) Arbuckle (530) Lancaster (661, 805)
Banning (909) College City (530)
Beaumont (909)
Hemet (909)
Sun City (909)

Lake Elsinore (909)
Canyon Lake (909)
San Jacinto (909)
Murietta (909)
Temecula (909)
Palm Desert (760)
Whole county - 6

Whole county - 2
County San Berdardino Kern Amador Humboldt San Diego
Cities (area code) Victorvilie (760) Mojave (661, 805) Jackson (209) Petrolia (707) Borrego Springs (760)
Crestline {(909) Bakersfield (661, 805) - 2 Bridgeville (707) Fallbrook (760)
Big Bear (909) Whitehorn (707) Ramona (760)
Joshua Tree (760) Shelter Cove (707) Alpine (760)
Baker (760) Weott (707)
Redtands (909) Rio Dell (707)

Whole county - 3

Whole County - 2

Fortuna (707)
Eureka (707)
Arcata (707)

Whole county Whole County - 1
County Imperial Mendocino Sonoma County San Louis Obispo San Joaquin
Cities (area code) Imperial (760) Whole County Whole County Whole County Whole County




